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c;lcarly, the process of setting longer-run Tiioney targets is not 

getting a n y  easier. Assessing the impact of changes in financial regula

tions and technology is a continuing problem. As a minor point, the 

recent DIIX decisions, for instance. complicate estimates of M2. Of more 

basic rclevance at this time, the public's response to NOW accounts, and 

also to the sustained high level of short-term rates, has been in many 

ways unexpected, and leaves considerable uncertainty in its wake. There 


is uncertainty about when the shift to NOW acwunts will be essentially 


completed. There will also be uncertainty about how to evaluate future 

behavior o f  the M1-B aggregate; its composition and presumably in some 

degree its behavior will differ from previous narrow money measures because 

it has a sizable component that pays explicit interest, that possibly may 

behave more like savings accounts, and that gives increased weight in the 

total to household's demands for transactions balances and liquidity. 

Then thcrc is some uncertainty about what to make of the sharp rise in 

velocity O T  $11-B, particularly shift-adjusted, on average in the first 

hal� of this year. Does it indicate that a sustained period of downward 

shift in public preference for  cash is in process? Or should it more be 

taken as evidence that the short-run relationship between narrow money 

and GSP i i  loosening further, given the wide variety of  near substitutes 

for n3rrow money that has developed. 

Judgments about these and similar issues affect the Comittee's 

targets Tor 1981 and 1982. With regard to the shift-adjusted range for 

111-B f o r  1981, the principal argument f o r  lowering it would be a view that 
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3 sust:iincd downward s h i f t  i n  demand f o r  narrow money r e l a t i v e  t o  GNP i s  i n  

p r 0 c t . s ~and one which would produce f o r  t h i s  year  a s h i f t  n o t i c e a b l y  l a r g e r  

than thi .  25 percen tage  p o i n t s  assumed i n  s t a f f  GNP p r o j e c t i o n s  a t  t h e  t ime 

t h i s  y c d r ' s  t a r g e t  was set  i n  Februa ry ,  and which i s  a l s o  embodied i n  t h e  

s t a f f ' s  c u r r e n t  p r o j e c t i o n s .  I f  t h e r e  were such a l a r g e r  s h i f t ,  a t t e m p t s  

t o  ach ieve  t h e  p r e s e n t  3% t o  6 p e r c e n t  t a r g e t  range would be more expans iona ry  

than  t h e  Committee o r i g i n a l l y  ba rga ined  f o r .  

The absence o f  a f u r t h e r  downward s h i f t  of money demand i n  t h e  

s t a f f ' s  p r o j e c t i o n  a l o n g  wi th  f a i r l y  s t r o n g  con t inued  growth i n  nominal 

GNP a r c  d i y  o u r  i n t e r e s t  r a t e  p r o j e c t i o n s  f o r  t h e  ba l ance  of  t h e  year  c a l l  

f o r  rat1ic.r s u s t a i n e d  h i g h  l e v e l s  o f  r a t e s .  Unless GNP i s  c o n s i d e r a b l y  

weaker t h a n  p r o j e c t e d ,  we would expec t  a rebound i n  money demand, on t h e  

thought  t h a t  t h e  p u b l i c  h a s  economized on c a s h  t h i s  year  by abou t  a s  much 

a s  i t  can, or i s  w i l l i n g ,  g i v e n  e x i s t i n g  f i n a n c i a l  technology,  i n t e r e s t  

r a t e s ,  nnd t h e  l e a r n i n g  cu rves  o f  d e p o s i t o r s  and i n s t i t u t i o n s .  An expec ta 

t i o n  of such a rebound i n  money demand would argue f o r  l e a v i n g  the p r e s e n t  

s h i f t  a d j u s t e d  M1-B range unchanged f o r  1981--and would sugges t  r a t h e r  

s t r o n g  a c t u a l  M-1B growth a t  some p o i n t  over  the nex t  few months. 

Keeping t h e  p r e s e n t  range unchanged does have c e r t a i n  problems. 

If t h e  midpoint  of  the c u r r e n t  range i s  a t t a i n e d  by year-end,  s h i f t -

a d j u s t e d  M1-B w i l l  have grown by around a 10 p e r c e n t  annua l  r a t e  over t h e  

n e x t  s i x  months--though on a q u a r t e r l y  average b a s i s  t h i s  would work o u t  

a s  growth a t  about a 7% p e r c e n t  annua l  r a t e  from t h e  second q u a r t e r  t o  

t h e  f o u r t h  q u a r t e r  of t h i s  y e a r .  Such a r a p i d  growth might have an 

a d v e r s e  impact on i n f l a t i o n a r y  psychology,  o f  cour se .  On t h e  o t h e r  hand, 

aiming a t  much more moderate growth cou ld  p l a c e  s u b s t a n t i a l  f u r t h e r  p r e s s u r e  

on i n t e r e s t  r a t e s  and t h e  f a b r i c  of t h e  f i n a n c i a l  system i f  s t a f f  e s t i m a t e s  
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o f  money t o  GNP r e l a t i o n s h i p s  a r e  c o r r e c t .  One s o l u t i o n  i s  f o r  t h e  Committee 

t o  accr>?c o r  aim a t  a more moderate growth i n  E l l - B  over  t h e  nex t  s e v e r a l  

months t h a t  b r i n g s  growth f o r  t h e  year  n e a r  t h e  low end of t h e  p r e s e n t  

t a r g e t  r ange ,  e s p e c i a l l y  should t h a t  develop i n  a n  environment o f  s t a b l e  

o r  d e c l i n i n g  i n t e r e s t  r a t e s .  I f  t h e  Committee were t o  l e a n  toward such 

an approach,  and were a t  t h e  same time t o  res is t  money growth i n  t h e  10 

p e r c e n t  o r  h i g h e r  a r e a ,  t h i s  would n o t  be i n c o n s i s t e n t  w i t h  some l i t t l e  

lowering of  t h i s  y e a r ' s  M 1 - R  t a r g e t  range--or aiming i n  the low p a r t  o f  

t h e  p r e s e n t  range. 

As exp la ined  i n  t h e  b l u e  book, we s t i l l  a n t i c i p a t e  t h a t  t h e  

b roade r  t::sregates f o r  1981 w i l l  come i n  h i g h  r e l a t i v e  t o  t h e  announced 

r anges  f o r  them, p a r t i c u l a r l y  so i f  t h e  midpoint  f o r  the E l l - B  growth 

r ange  f o r  t h e  yea r  i s  a t t a i n e d .  Thus,  t h e  Conunittee may wish t o  c o n s i d e r  

whether o r  n o t  t o  r a i s e  t h e s e  r anges  f o r  t h e  broader  aggrega te s .  However, 

t h e  c r e d i b i l i t y  of  t h e  Committee's w i l l  t o  c o n t i n u e  monetary r e s t r a i n t  

might hc c a l l e d  i n t o  q u e s t i o n  i f  t h e  b roade r  ranges were r a i s e d ,  e s p e c i a l l y  

i n  l i g h t  of  t h e  i n c r e a s e d  a t t e n t i o n  g iven  t o  b roade r  a g g r e g a t e s  because 

o f  u n c e r t a i n t i e s  su r round ing  t h e  i n t e r p r e t a t i o n  of  M 1 - B .  

With r e g a r d  t o  1982, M r .  Chairman, perhaps j u s t  a few words a r e  

i n  o r d e r .  There seems t o  be  no need f o r  the Conunittee a t  t h i s  t ime t o  

d e c l a r e  whether t h e  s h i f t  i n t o  NOW accoun t s  w i l l  o r  w i l l  n o t  be over  by 

n r x t  y e a r .  I f  t h e  Committee wishes t o  c o n t i n u e  on t h e  cour se  of  g r a d u a l l y  

r educ ing  i t s  growth r a n g e s ,  i t  i s  p robab ly  s i m p l e s t  t o  c o n s i d e r  t a k i n g  

a t  l e a s t  a n o t h e r  % p o i n t  o f f  t h e  s h i f t - a d j u s t e d  M l - B  range ( t h e  s t a f f  

b o l d l y  srixgcsts dropping Ml-A). But because o f  u n c e r t a i n t i e s  su r round ing  

t h e  behav io r  of M1-B,  a l l u d e d  t o  e a r l i e r ,  t h e r e  i s  good reason t o  broaden 

t h e  Ell -I3  range from a 2% p e r c e n t a g e  p o i n t s  width t o  a 3 percen tage  p o i n t  



width ( a n  even wider range probably lacks credibility). Two logical 

aitern.i:ivcs if that approach were taken are ranges of 2% to 5 #  percent 

and 3 to 6 percent--advantages and disadvantages of which were noted in 

tile blur !,oak. 

1owi.r range f o r  ?:1-R nezt year dors iniply $n-it’ furthcr domwartl 

shift ii: ii;irrow money demand a s  measured by our quartrrlv model money demand 

c q i i a t i o n .  ;:iven the 8% percent increase in nominal CNP t h a t  we have pro

jected f ~ i rthe year. In light of this year‘s experience, and our projection 

of continued historically high interest rates, which would provide somewhat 

more incentive than usual to economize on cash, that docs not seem implausible. 

But if nominal GNP were projected, or targeted, to grow much more than 8% 

percent in 1982, its consistency with a reduced target range for narrow 

money nest year might well be called into question. (I might add-

parenthetically--that if nominal G N P  growth were unexpectedly weak next 

year, including with it a considerable deceleration of price increases and 

a sharp drop of interest rates, there is likely to be a substantial and 

probably one-time increase in the demand for narrow money a s  presently 

measured that the Committee would need to consider accommodating). 

Ranges for the broader aggregates next year pose a problem similar 

to this ?car in that their projected growth, given Ml-8, may be relatively 

high. But the problems would appear to be less pronounced than this year. 

The 1owc.r nominal GNP growtn projected for next year will tend to hold 

down growth in the broader aggregates; moreover, we are not at this point 

projecting a substantial drop in market rates that would divert savings 

flows from market instruments to time deposits. Thus, there seem to be 

grtsatcr i d i l s  next year that broader money aggregates will fall within the 



- 5 - 


ranges c u r r e n t l y  i n  p l a c e ,  though i n  the upper p a r t .  Indeed,  on t h e  b a s i s  

o f  t h e  p r o j e c t i o n s  p re sen ted  in t h e  b l u e  book, i t  would n o t  seem 

i m p l a u s i b l e  t o  lower the 1982 range a t  l e a s t  f o r  M3 by 4 p o i n t  from t h i s  

y e a r ' s  range. 

F i n a l l y ,  Mr. Chairman, I have n o t  mentioned t h e  problem of the 

r anges  f o r  a c t u a l  M 1 - A  and M1-B growth i n  1981. You w i l l  r e c a l l  t h a t  t h e  

M I - R  rnnf:e f o r  1981 thought c o n s i s t e n t  w i t h  t h e  3% t o  6 pc rccn t  s h i f t  

a d j u s t e d  range was 6 t o  8% p e r c e n t .  ?he q u e s t i o n  a r i s e s  whether t h a t  

should be changed in view of  unexpectedly r a p i d  growth in OCDs o v e r  t h e  

f i r s t  h a l f  o f  t h i s  yea r .  Given t h e  r e c e n t  slowdown i n  OCD growth, it 

would n o t  seem t h a t  much more than a 4 p o i n t  i n c r e a s e  i n  t h e  range f o r  

a c t u a l M 1 - B  is needed, a s  exp la ined  i n  t h e  b l u e  book. Indeed ,  the range 

cou ld  w e l l  be  l e f t  unchanged i n  t h e  thcugh t  t h a t  i t  is wide enough to  

encompass t h e  l i k e l y  r e s u l t  f o r  t h e  y e a r ,  g iven  t h e  i n c r e a s e  o f  o n l y  6% 

percen t  a t  an annua l  r a t e  i n  a c t u a l  M1-B expe r i enced  over t h e  f i r s t  h a l f  

of  t h e  yea r .  I t  would appear  more n e c e s s a r y  t e c h n i c a l l y  t o  lower t h e  r ange  

p r e v i o u s l y  pub l i shed  a c t u a l  r ange  f o r  M1-A. But a l l  t h i s  becomes so com

p l i c a t e d  t h a t  t h e  Committee may wish t o  c o n s i d e r  s imply abandoning t h e  

a c t u a l  r anges  and s t i c k  t o  t h e  s h i f t - a d j u s t e d  r anges  only.  




